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MEMORANDUM

To: RegionalDirector,PN, MiP, LC, UC, GP
Attention:PN-1000,MP-100,LC-l000,UC-iGO, GP-1000

From: Commissioner

Subject: Ability-to-Pay Policy

This memoaffirms theability-to-paypolicy, andprovidesguidanceon implementation,asput
forth in thememorandumdatedMarch 25, 1994,which statedthatReclamationwould do ability-
to-payreviewson a5-yearbasis. TheMarch25, 1994 memorandumwasin responseto the
Office ofInspectorGeneralAudit “RepaymentofIrrigationInvestmentsby WaterDistricts: 93-
1468”, issuedFebruary8, 1993. Theaudit includedarecommendationthat Reclamationshould
providefortheperiodicreexaminationof ability to paycomputationsandthat theresulting
adjustmentswould be incorporatedinto waterserviceandrepaymentratesin all newcontracts
and in all existingcontractswhentheyarerenewedoramended.

RegionalDirectorsareauthorizedto amendcontractsto includea provisionfor~. reexamination
every5 years. We arenow at thepointwheresuchaprovisionmustbe incorporatedin numerous
contractactivities,andweareprovidingthefollowing guidanceto assistyou in implementation.

Periodicreviewswill occurevery5 years. A frill ability-to-paystudywill beperformedevery 10
years. Reviewsatthe 5-yearinterval will bebasedon economicindicators. Furtherinformation
will follow regardingtheseindicators. Basedon pastexperience,Reclamation’sstaffcostsand
otherstudycostsassociatedwith the5-yearreviews,up to approximately$10,000,aregenerally
administrativecostsunrelatedto specificcontractingactions,andthusthey shall beconsidered
nonreimbursableby thecontractingentitiesfor up to $10,000. Likewise,for all full reviews,
occurringat 10-yearintervalsor if requiredat the5-yearinterval, pastexperiencesuggeststhat 50
percentofcostsaregenerallyadministrativecostsandwill thus be nonreimbursable.Regional
Directorshavethe responsibilityto plan andbudgetfor thesereviews. Costsfor the initial
determinationof ability-to-payandothersuchdeterminationsrelatedto specificnew,amended,or
renewedcontractactionswill remainfully reimbursable.
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